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We have considered your application for recoqgi of

exemption from federal income tax as ‘an” organlzation described in
section 501(c) (3) of the Internal Revenue Cdde.

, under the nonprofit
”in the revitalization
. You have
eteriorated area of the city,

You were incorporated on
laws of the State of
plans for the downtown area o
indicated that this is a blighted,
in need of much assistance.

You have listed your specific purposes: a~ the following: (1)
to plan, coordinate, and/or participate in development of various
public interest real estate projects in the downtown area; (2) to
maintain, improve, or beautify parks, streets, walkways, sewer,
public buildings, or vacant undeveloped areas; (3) to promote,
foster, encourage, and sponsor discussion groups and correct
abuses to areas of common interest within the community; (4)
combat community deterioration:; (5) educate and inform citizens
on topics of interest and concern to the community; and (6)
promote constructive relationships between local bodies and
private businesses and citizens.

In one flyer you provided, you list theffollowinq services
you will provide: (1) free architectural consultation for
building rehabilitations including facade improvements, signs,
and building maintenance; (2) free contractor location and
referral service; (3) information of tax credits available for
building rehabilitations; (4) free consultation on advertising
and ad layout; (5) free consultation on promotional activities
for small businesses:; (6) information on organizing festivals and
events; (7) information on running a small business including new
business locations, store mix, inventory expansion, and window
display; (8) demographic and retail sales statistics for |}

; (9) information on methods of financing for facade
improvements; and (10) assistance and/or information on any itea
concerning the revitalization of downtown.
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organization recognized exempt under sectlion c) (3), launched
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also exempt under section 501 (c , sta \
ir iram. B w2 accepted ihto the program n

The q program revitalizes d&mﬁevm buildings to
house new economic functions and to become'the: bas;c for

marketing a more distinctive image of the downtewn to shoppers,
residents, investors, and visitors. £

Section 501(c) (3) of the Internal RevenuchOde provides for
recognition of exemption from Federal income tax of organizations
which are organized and operated exclusively for, among other
things, charitable or educational purposes, no‘part of the net
earnings of which inures to the benefit of any private
shareholder or individual.

w;

Section 1.501(¢) (3)-1(a) (1) of the Incomewwax Requlations
provides that in order to be exempt as an organization described
in section 501(c) (3) of the Ccde, an organization must be both
organized and operated exclusively for one or more of the
purposes specified in that section. If an organization fails to
meet either the organizational test or the operational test, it
is not exempt.

Section 1.501(c) (3)-1(b) (4) of the refjulations provides that
an organization is not organized exclusively for one or more
exempt purposes unless its assets are dedicated to an exempt
purpose. An organization's assets will be considered dedicated
to an exempt purpose, for axample, if, upon dissolution, such
assets would, by reason of a provision in the organization's
organizing document, or by operation of law, be distributed for
one o' more exempt purposes, or tc the Federal g>ivernment, or to
a State or local government, for a public purpose.

Section 1.501(c) (3)-1(c) (1) of the regulations provides that
an organization will be regarded as "operated exclusxvely" for
one or more exempt purposes only if it engages primarily in
activities which accomplish one or more of the exempt purposes
specified in section 591(c) (3) of the Code. An organizatzon will
not be so regarded if more than an insubstantial part of its
activities is not in furtherance of an exempt purpose.

Section 1.501(c) (3)-1(d) (1) (ii) of the regqulations provides
that an organization is not organized excluszvely for any of the
purposes specified in section 501(c) (3) unless'it serves public,
rather than private interests. Thus, an orbanizatlon applying
for tax exemption under section 501(c)(3) must, establish that it
is not organized or operated for the benefit of private
interests.



The Supreme Court held in iB
States, 326 U.S. 279 (1945), tnat a single nonekempt purpose, if
substantial in nature, would preclude an organization from
qualifying under section 501(c) (3) of the COde.%
%

Rev. Rul. 76-408, 1976-2 C.B. 145, held thit an organization
that provided interest-free home repair loans ih”a badly
deteriorated urban residential area to low incéfe homeowners who
are unable to obtain loans elsewhere was exémpﬁ‘under section
501 (c) (3).

Rev. Rul. 74-587, 1974-2 C.B. 162, held ekampt an
organization that was providing finanoial adsigtance to business
enterprises in economically depressed areas“th%ough Jow-cost or
long-term loans, or through the purchase of equﬂty interests in
the businesses being assisted.

lei

Rev. Rul. 76-419, 1976-2 C.B. 146, exempteq an organization
that utilized favorable leasa terms as an inducement for business
enterprises to locate in industrial parks in anﬁeconomically
depressed area, which would result in the hiring: and training of
the underemployed and unemployed in the area. .{Note that Rev.
Rul. 81-284, 1981-2 C.B. 130 amplified Rev. Rul. 74-587.)

(” Rev. Rul., 77-111, 1977-1 C.B. 144, involqu two 2
organizations. The first was formed to increagé  business /
patronaga in a deteriorated area by providing intormation on the !
area's shopping opportunities, local transportation, and i
accommodations. The second organization's purpase was to revive |
retail sales in an area of economic decline by%@onstructing a :
shopping center that would complement the area's existing retail :
facilities. Neither organization was held to be exempt, because
neither organization targeted mlnority-owneq businesses. The /
organizations both operated in a depressed area, but neither /
limited their benefits to needy individuals or. businesses. —”/J

Rev. Rul. 75=-470, 1975-2 C.B. 207, held that a nonprofit
organization fermed to promote an appreciation igf huistory through
the acquisition, restoration, and preservation of homes,
churches, and public buildings having special h#Storic;l
significance or architectural significance and o open the
structures for viewing by the general public qualifies for
exemption under section 501(c) (3) of the Code.

Rev. Rul. 86-49, 1986-1 C.B. 243, held that an organization
formed for the purpose of preserving the historic or
architectural character of a community through the acquisition
and occasional restoration of historically or architecturally
sxgnlflcant properties, and subsequent disposition of these
properties subject to restrictive covenants qualifies for
exemption under section S50l(c)(3) of the Code.
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Your creating document ‘de s not ded*cate¢§bur assets to an
exempt purpose. You therefore fail the orqaniiational test of
section 1.501(c)(3)=1(b) (1) of the regulationsi;

; 1 il
Similar to the two organizations describ4 3in Rev. Rul. 77- ’/(
111, above, you operate in a depressed area, Lt ; you do not limit
your programs to needy individuals or busifies88s. This “dual
target" approach is evident in our published precedents. For
example, in Rev. Rul. 74-587, above, the orgaﬁization not only
targeted its programs to high density urban aréas inhabited by
noinly low-income groups, it also restricted eﬁigibility for its
programs to those businesses that could not au arwise obtain
funds through conventional commercial sources 'Because of the
financial risks, or bacause of being a member 8f a minoxrity or
other disadvantaged group. Similarly, in Rev."Rul. 76-413, °
above, the organization not only located its iﬁaustrial parks in
a blighted area, it also gavae preference to prqspective tenants
with hiring policies conforming to current fair’ employment
legislation, and which agraed to hire a signiﬁ cant number of
presently unemployed persous in the area and t¢ train them in
needed skills. Also, in Rev. Rul. 76-408, abqgye, the
organization not only provided the interest-fﬁéh home repair
loans in a badly deteriorated urban residential! area, it also
limited these loans to low income homeowners wt é are unable to
obtain loans elsewhere. On the basis of thesadrulings, we
conclude that your organization dces nst cbmbati community
deterioration, within the meaning of sectimn Qi(c)(J) of the
Cede. i

you have indicated'that you are p #t of the national

# program, you have provided no evidence that any of

e bu ngs that you are helping to revitzlize are listed on
"the National Register. Nor have you provided any avidencae that
any of these buildings have either historical ¢r architectural
significance. Rev. Rul. 75-470, above, and Rev. Rul. 86-49,
above, both limit exemption to organizations preservinq buildings
with historical or architactural sisnificance. On the basis of
these rulings, we conclude that your organizat;on is not
orqanized or operated for historic preservatléﬁ purposes, within )
the meaning of section 501(c) (3) of the Code.;” __i

Your revitalization program is primarily( esigned to benefit
tha downtown businesses and this is not an’ exempt activity.
Therefore, according to section 1. 501(c)(3)-1(o)(1) of the
regulations, you cannot be regarded as "operaged exclusively" for
one or more exempt purposes because more than:an insubstantial
part of your activities is not in furtheranc f an exempt
purpose. This nonexempt purpose is sufficient /in degree to
preclude vou from qualifying for tax exemption under the

rationa.e of Mneswdm.
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Furthermore, while your downtown revitaI%Zation program dces
have some broad public benefit, it also results in direct and
substantial private benefit to the downtown biisinesses
within the meaning of section 1.501(c)(3)-1(d) (1) (ii) of the
regulations. 81
: i

Bacause you fail to meet the organizatia§a1 and operational
tests descriked in the regqulations, you are ﬁﬁ@ axenpt from
ircome tax under saction 50i(c)(3) of the Code. Contributions to
you are not deductible under section 170 of g@b Cocia. You must
file federal income tax returns: i

Af‘“‘; ‘ \

You have the right to protest this rnliég%if you believa it
is incorrect. To protest, you should submit & statement of your
views, with a full explanation of your reasofing. This
statement, aigned by one of your officers, mu¥t be submitted
withir 30 days from the date of this lettﬁr.ﬁﬁycu alsc have a
right co a conference in this office after ybur statement is
submitted. You must request the confaerente,!iff you want one,
when you file your protest statement. If‘yo&ﬁare to be
represented hy someone who is not one of youri officers, that
person will need to file a proper power of attorney and otherwise
qualify under our Conference znd Practices Reguirements.

Pt

If you do ot pro: st this ruling in a timely manner, it
will be considered by the Internal Revenue Service as a failure
to exhaust available administrative remedies. ' Section 7428(b) (2)
of the Code provides, in part, that a declaratory judgement or
decree under this section shall not be issued%in any proceeding
unless the Tax Court, the Z.aims Court, or thé District Court of
the United States for the District of Columbii’ determines that
the organization involved has exhausted admiﬁ@’trative renedies
available to it within the Internal Revenue Service.
T bk

g

If we do not hear from you within 30 daﬁﬁ} this ruling will

become final and copies will be forwarded to%kbur Key District

)

Director in Atlanta, Georgia. Thereafter] any questions about
your federal income tax status should be addressel to that
office. The appropriate State Officials will'be notified of this
action in accordance with Code section 6104(#%,

When sending additional letters to us with respect to this
case, you will expedite their receipt by using the following
address: ) 5

lii

acen: . I
Internal Revenue Service

1111 Constitution Avenue, N.W.
~ashington, D.C. 20224.
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It yod have any questions, please contacﬁ the person whose
name and telephone number are shown in the heading of this

letter.

ef, Exempt Organizations
Rulings Brangh 2

cc: DD, Atlanta
Attn: EO Group






